
NORTH AMERICAN AND WORLD 
IRON ORE INDUSTRY OUTLOOK 

KEY FORECAST ASSUMPTIONS 
We expect world crude steel production to increase at 2% per year 
between 1999 and 2005 with EAF share moving from 34.4% to 
37.3 96, assuming no EU-15MAFTA recession. 

1 



KEY FORECAST ASSUMPTIONS 
Under the same assumptions, we would expect world iron ore 
production to increase at a 16 MT annual rate (95 MT or 9% 
cumulative growth) between 1999 and 2005. 

L 

KEY FORECAST ASSUMPTIONS 
Iron ore fines prices increased 4.5% in 2000, and are expected to rise 
by 3%.to-S% in 2001, and move on a flatter path through 2005. 
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FORECAST RISKS 
A number of risk factors are looming over the world iron ore and 
steel markets. 

. In the near-term. them appears to have ban a significant dcgrec of over-production worldwide. 
resulting in a world export glm and excessive inventory overhangs. with steel prices in many regions 
(U.S. especially) falling to Asia-crisis lows as of late-2ooO. 

. 
. World oil and energy prices are n/near record highs - and are likely 10 stay Hal way for some time. ; 

impacting manufacturing and uanspon sccmtx and consumers alike. 

. Interest r&s are moderate to modcn~cly-high in many regions - non necessarily a problem by 
themselves. but in conjunction with other factors. could be a troublesome. 

. Wealth effect from earlier soaring stock prices modesating shaply in 2000 wilh possible impact on 
consuma rcntimcnt and spading in Nath America and Eumpe. 

. Still some questions as to whetha financial mawwing issues have been adequately addressed in 
Asia. 

KEY ISSUES ADDRESSED 
Thii presentation attempts to address the following issueS facing the 
U.S. and world iron ore industry. 

. OaadUS.andwaldironacmukotupduc8ndprorik. 

. ~~~l~~~-rmjaduclgaupcncdova~I5-lo-IOyeur. r, 

. Potmtidhrgedmgesinmaehatstbdmnnd~~on. 

. Ricing and cust issua. in&ding the impact ofcxdungc rue shifts in Brazil an Ausualia. 

. lneviubk cutbacks in U.S. iatcgntcd s~lmaking and wpporting iron ore industry over next S-t+10 

I Y-. 

I . Ausadia’s goal ofanootbly tnnsiticaing away from Bmckmaa lump otes to IowaqualiIy pirolitic 
au-tklagaUunexpaed ilIawClhisycasuggaui&tlhlsnuykdorbk. 

I 

3 



IRON INDUSTRY UPDATE AND PROFILE 

WORLD IRON ORE 
World iron ore production has tracked a relatively slow growth 
pattern, ranging from 800.to-900+ MT (all but 2 years), since the 
mid-1970s. 

World Iron Ore Pruduction 

L 
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WORLD IRON ORE 
Six countries dominate world iron ore production, accounting for 
86% of total output. 

. 

. 

Brazil and Australia arc the largest pduccrs 
with nearly a 40% combined share of 
adjuacd* world production. 

The U.S. and Canada. as a unit. rank 5lh 

China’s om ourput has ken adjusted 
downward by over 50% from rctul outpur 
kvels. by one of the primary statistical 
sources - Uncud - due (0 low Fe content. 

The top-10 producing companies accounted for two-thirds of western 
world iron ore output in 1999, excluding China and East 
Europe/FSU. 
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WORLD IRON ORE 
Exports as a share of world iron ore output have been on a long-term 
up-trend, but have declined since 1997 as a result of the Asia crisis. 

Exports Share of World lmn Ore Production. R 

WORLD IRON ORE 
Brazil and Australia dominate the world iron ore export market, 
accounting for nearly 70%of seabome exports in 1999. 

Toul Repotted 1999 Exports P 441.4 MT - mtional merchant cxocc~ers: 
. Brazil: l”diX 

- CVRD - K&kh 
- sunioils~ 
- MBR s. Africa: 

- lscor 
- Assoc. Mang. 

. Austin: 
- BHP 
- Nonh (Robe River) 
- RlZ0iamcrsley) 

. Sweden: 
-LKAB 

6 



WORLD IRON ORE 
Japan continues to dominate world iron ore importing, with Asia and 
Europe accounting for 50% and 40% of imports, respectively. 

. 
Total Reported 1999 lmporU = 433 MT 

. 

. 

stad snbtpes 

Worldwide. four countries (Japan. China. 
Gmmny and Korea) xcount for nearly 60% 
of all impons. 

Japan accounts for more than I in 4 tmpons: 
no other country has even half its share of the 
world market. 

Asia. including Japan. accounts for 50% of 
all world iron ore imports. 

Western and Eastern Europe rccwntcd for 
39% of all world iron ore impotts in 1999. 

Combined. Asia and Europe xcount for 90% 
of world iron ore imports. 

North America represents 1 relatively isolated 
market. with third-country impons 
accounting for only about IO% of the market. 

WORLD IRON ORE 
By product type, BF/DR pellets now account for 23% of worldwide 
iron production capacity. 

. Fines UC still rtw most widely used pmduct at 
38% of total in 1999. 

3 
Fines are used in rimering opcntionr whose 
productiwis concauna In Ash ls follows: 

- Asii: 50% 

- Em 21% 
- w.E”KQc 20% 
- AllOtha 19% 

in shup contnst to tk world ml&t overall, 
pclktsxcountfor8s%ofthcNorth 
Amaiutt omrku due Ihe followiag: 

- llu dalialag fcgiotml at body quality. 
- llm decline in the use of sinta plmts 

due IO ore quality utd cnvirotttncntal 
factoa. 
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STEEL AND IRON ORE CONSOLIDATION 

IRON AND STEEL CONSOLIDATION 
This is despite the fact that the world iron ore industry is already 
relatively concentrated, but is in need of further consolidation. 

Despite perceptions. world iron ore industry (excluding producers North America. China and the 
f- USSR) is t&tivcly concmtntcd. 

Y 

Australia and Bnzilian producers now control nearly 40% of world pmductiott (Unctad-rdjusted 
basis)Mdow7o%ofwrldse&bom iron na trade. Gina this, watt ntcrgcrhopmtion 
discussions among Australian producers and among Brazilian pmdmers involved the meation of 
such massive fmccs in th industry. that virtually all producers would have to rethink their positions. 

Changes seem likely in the Brazilian industry where the owtmship positioo of CVRD and various 
Eumpean holdings au b question. and wbm here is talk of creating another giant mina IO rival 
CVRD - l Cami (MBR)-Fcrtcco (lhyssca) rlliaaa - is I possibility. 
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IRON AND STEEL CONSOLIDATION 
But there are obstacles . . . . . . . . . . . . . . . . . . . . . . 

Significant _variations leeal and 
other related matters are perhaps the largest impediments to industry consolidation. 
Ultimately. consolidation is most often driven by the potential for unit cost reduction 
which these forces often limit. 

Secondly. the ease of technolouv transfer and declinine market entrv barriers are 
significant deterring factors to greater levels of industry consolidation. Examples of 
such technologies include alternative iron facilities. thin slab casting and now . thin strip 
casting. In fact, these factors have led to significant industry fmgmentation. especially 
in the US. 

lack of sufftcient “svnerav fit”, over-oavment for assets and other risks of 
consolidation. Failed mergers have resulted in some of the largest bankruptcies on 
IWOrd. 

Conflictine investment ohilosonhies of potential acquiring companies. 

IRON AND STEEL CONSOLIDATION 
Changing face of top-10 wodd steel companies reflects shit toward 
greater consolidation 

865.0 275, 21.1% 

830.0 207.6 24.0% 

181.7 194.1 241% 6 2 0 I I 
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151.4 150s 
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STEEL SLAB PLANT DEVELOPMENTS 

SLAB PLANT DEVELOPMENTS 
U.S. semifinished steel imports (mainly slab) are at all-time high levels 
as steelmakers exploit purchased slabs as a lower cost alternative to 
keeping aging equipment in service. 

U.S. Semtfinlshed Imports . 
IO 

Semis impotts are expcaed IO teach a Rcord 
higbof10MTio2OOO-theywaeup2S% 
owrlheE.6MTlllPlulnteofl!999%mugh 
tbc tirst half of 2000. 

8 

us. rrais impmu lemabd . M&r, oagolng Nor01 Amaican slab buyus: 

a 6 bctw3Krduwghl993. - 
g bwbavcsilbxsaadlhlec-rdd. 

c$J - 1.5-2.0 MT. lergely from csf- 
Brazil @ttial CSI ownez) and Ispat 

iz4 
Mexlcaaa. aad otbas. iocltiog sow 
from CSN-Brazil in 1999. 

- M-maialyfromlmexsa.aod 
r0mcC.W. 

- _ m - maialy duougb lmcxsa 
which is lOD% owtbcd by Ispat. 
!&l&&&t - 5050 Mexicm slab . -’ 
coovarioaandUSbotbandsaksjv 
with lmexsa. 

- Rouge, NAS. Weirton. LTV, Beta Steel. 
ckgedl Steel, Dofssw. Looc star Steel 

rye 19 

i 
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SLAB PLANT DEVELOPMENTS 
There is a significant number of proposed greenfield slab plants 
targeting North American, Asian and European customers. 

SLAB PLANT DEVELOPMENTS 
In addition to greenfireld plants, nearly 5 MT of incremental merchant 
slab capacity has been/will be added between 1998-04. 
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IRON ORE COST AND PRICING ISSUES 

IRON ORE COST AND PRICING ISSUES 
World iron ore industry is facing a significani structural transition 
both internally and with its steel industry customer base. 

l Continued iron ore pricing pressures beyond the two recovery increases in 2000 and 
2001 (expecte4i). -:. 

l Diminishing cost teduction opportuities. 

l Consolidation in the man powetful steel and steel-using industries. Iron ore producers 
will be facing ittmasing numberz of powerful “mega” steel companies with 20 MT to 
3O+h4Tofcapacityeach. 

l Ongoing shift in regional focus of wodd steel production. 

l Contiued signifi~t pnssures on traditional integrated steel customer base given the 
rapid rate of steel and alternative iron technology implementation since 1990. 

l Uncertainty as to future coarse of iron ore requirement-by-type (DR pellet or tines) by 
alternative iron market. 

I2 
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IRON ORE COST AND PRICING ISSUES 
Suppliers on the right side of chart- including iron ore -- are 
relatively more exposed to consolidation forces in steel and 
downstream industries. 

Supph Dcpmdencc on Steel l.ndusw 
(as % of Total Saks) 

IRON ORE COST AND PRICING ISSUES 
Real iron ore prices have declined by over 4 % per year since 1980. 

Real (Inflation Adjusted) Brazilian Iron Ore Pcilet Price 
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IRON ORE COST AND PRICING ISSUES 
Spot ocean freight rates have ranged from $3 to $10 per tonne since 
the late-1980s and represent an additional 10% to 35% of the base 
iron ore base. 

Representative Iron Ore Spot Ocean Freight Rates 

s2 
Jan- Jao- Jao- Jan- Jan- Jao- Jaw Jan- Jao- Jan- Jan- Jan- Jan- Jao- 
87 88 89 90 91 92 93 94 95 % 97 98 99 00 

-Canada-to-Europe ---L. Btazil-to-Europe 

IRON ORE COST AND PRICING ISSUES 
Past 25 years have seen extraordin&Iy large - and likely 
unsustainable - cost reductions in the iron ore sector. New strategies 
will be required. 

. Tbe suooger irw cm compmks baw beeo abk to survive this diffkul~ pricing md competitive 
cnvirDamw1 Ihrougb some or all of the followiog: .a 

- Rekmkss COSI cuIIiag. 

- coasolidatioa (Syaergy. SC& eftickDcy aad elabaad market power). 
- Ausmlia aad Brazil now conuol ovxx 70% of world sea-borw trade 
- Inter-Awadis merger or ccopentioo likely 
- Potentill sek of CVRD (Anglo-Americao. Billitoo) 

- ApplicsIioas of new technology. 

- Doubling OT nwte the size of mirdog equipment. 

- blIprod operstiog mea and equlpnleat updme. 

- Improved manegcmalt end labor practices. 
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NORTH AMERICAN IRON ORE 
Non-North America share of U.S. iron ore market has been on a 
general up-trend since 1992. 
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North American Steel Situation: 
There are significant reasons for major industry consolidation. 

. US has more than 20 flat rolled producers. significantly more than most other 
comparable countries or world regions. 

. US steel industry is arguably the least consolidated in the world with the top lhree ’ 
producers controlling only 26% of the market in 1998. 

l US steel industry also unconsolidated relative to many other US manufacturing sectors. 

l Steel steel using customers are consolidating on a global basis (autos, appliances. 
energy) and looking to limit the number of suppliers. Steelmakers may lose price 
bargaining power and volume sales if they do not follow suit. 

l Recent examples have shown some initial promise -- Ispat has teportedly squeezed 
Inland’s operating costs by over SIOO mn (SWton), mostly through white collar 
reductions. The company have se similar cost savings if its raw material sourcing plans 
are achieved. 

North American Steel Situation (continued): 
Potential big changes ahead. 

l Possibility of steel sector evolving into only 3-5 U.S. integrateds, 5-7 major U.S. 
minimiUs, two main Mexican producers (Hylsa and Itn&Ahm&lspat). and 1 
independent Canadii integrated. 

-i 

l Possible one or two groups of northem Indiana integrated mills based on finished 
pmdua and blast famaa synergies - as many as 4 blast fumaces in this atea could be 
shuttetedttn&roptimalteconfigttration stxnatios. a~dthmv~t Viiginia atea 
grouping is a possibility. 

l 0pion.s with of U.S. intcgtated plants or groupings of plants in combination with 
Canadian producers Stefco a&or Dofasco ate possible. 

l Ispat could act as a major force of further consolidation withii North American market. 

l Latin American producers looking seriously at US. market envy to by-pass future trade 
actions and 10 gain access to key globafixittg contract customers. AK Steel possible 
acquisition candidate of &opean steelmaker (BS-Hoogovens. ‘fhyssen). 
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North American Iron Ore Situation: 
In need of re-thinking strategies for long-term performance. 

l Only the two Canadian operation are involved in iron ore exporting and, not 
surprisingly. have international owners. and generally lower cost structures. 

. Although remote, therr is a possibility of these two companies forming an alliance, L. 

although participation of Japanese minority investon would have to be resolved. 

l The North Ameriwn industry may be in need of more radical strategy thinking in order 
to improve long-term financial performance and shareholder value due to: 

- Declining customer base 
- Lack of exporting 
- Relatively gteater minimill impact, 

-\ 
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